
City of San Jose



What is the City’s Financial Condition?

Who has the authority to set spending priorities and mal,:e decisions for tl~e City of San
Jose budget?

Anyone the residents of San Jose delegate that nuthorily to.

Sometimes it is the voters themselves.

Sometimes it is lhe City Manager.

Sometimes it is the Mayor.

Sometimes it is the Mayor and City Council.

Sometimes it is an Independent Arbitrator.



What is the City’s Financial Condition?

We don’t have money to pay officers enough to keep a well-trained police force but we
have enough lnoney to pay for the renovalion of the City Ilall Bamboo Courtyard.

"Capital Contributions: City Hall Ba~nboo Courtyard Renovation. $250,000."

If you read tile detail page you note that the reason relates to root intrusion, but the actual
expenditure includes an entirely new slmde structure.
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What is the City’s Financial Condition?

So what is the City’s Financial condition? What does a review of the City’s own
documents suggest?

A look at the City’s Financial Condilion based upon:

1. Tile City Manager’s February 28 Budget Request and
2. the City lVlanager’s May 1 Proposed 13udget.

NOTE: The Proposed Budget is a six day old document reviewed without the dozens of
staff and analysts that Manager has. While lhere may be en error or misread of lhe data
and narrative wilhin {he 914 pages, there is a preponderance of evidence that there are
resources available to tile City to deal \vitl~ police compensation requests.

I have broken this question into three sections based tlpoll City staff presentation
regarding arbitration.



What is the City’s Financial Condition?

Subject # 1

Per Ballot Measure:

Primary Compensation Factors (Section 111 l(f))

§ Primary factors in deciding compensation:

¯ City’s financial condition 2

2 City Presentation Regarding the Interest Arbitration Pt’ocess 4/29/13



What is the City’s Financial Condition?

"An i~zc~’ease oj’$51.0 million fi’om the tVeb~’~m~’y Fo~’ecast is i~ch~cled bt’it~git~g the
estimated 2013-2014 Begim~ir~gFtmd Balanc’e f!’om $50.8 mil/io~~ to $101.8
millio~...in 2012 2013 that ~,ill be availablejbr tt.ve i~ 2013-2014. " ~

Apparently the City will end |he year witl~ $102M in unexpended funds (over 10%
of lhe budget). So for example, iF the City had reinstated tl~e POA 10% reduclion in
the current year the City still would have ended the year with over $80M in ending
fi]nd balance (still 10% of budget). Is that an acceplable financial condition?

2. "To this end, we have set aside $13.7 million i~ one-time.fi~nds to a&h’ess tim
l)~’ojected sho~’tJ2dl i~ 2014-2015. " ~

This is a discrelionary decision. Also, if this is approved the year 2 projecled deficit
of $13.7M disappears and can no longer be used as a way to claim dire financial
condition. It is important to point out lhat even ij’the projected shortfall in
2014/2015 materializes these funds xvould not be needed for even budgetary cash
flow purposes until June o1:’2015. CMO is proposing to set aside in June of 2013
funds that may or not be needed in June of 2015.

Page VI-8 CMO Proposed Budget 5/1/13
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What is the City’s Financial Condition?

3.On top of $13.7M above there is a 3% contingency reserve ($29.3M). While some
may suddenly be suggesting that this is "low t’ora city our size" s It is worth
pointing out that it is a % goal and not a hard number so tl~e real number has grown
over time and the 3% rule has been in pace for decades.

4. There is also, "We will set aside one time reserve Funding for budget stabilization."

5. There is also Emergency Reserve Fund Ires another $3,381,532 6

Itow many layers of conlingency and set aside do we need to be prudent and
when does it becolne miserly?

Debra Figone arbitration testimony 5/6/13
Page Xl-33 CMO Proposed Budget 5/1/13



What is the City’s Financial Condition?

I I I II II I1|1 I III IIII II I

Long-Established Practice of Creating Reserves

>-,Future Deficit Reserve: $29.4MM established in FY 2012-2013 to address forecasted
General Fund shortfall and other funding needs in FY 20"13-2014

En,.din.q Fund Balance Reserve: $12MM established in FY 20"!2-2013, using projected
expenditure savings/excess revenues

Reserve designed to be used as a funding source for FY 20"!3-14

Po, !ic. ,e Department Overtime Reserve: $4.0 million established in FY 2012-20’i3, to
address anticipated overtime needs in 2013-2014

,Successor A.qency City Le,qal Obli.qations Reserve: $7.5 million established in FY
2012-2013 to address potential funding needs

Workers’ Compensation/General Liability Catastrophic Reserve: Increased by $3
million in FY 2012-2013 to address potential funding needs

Page 12 San Jose 2013 AB rating presentation 4. 15 13 v5 [;inal



What is the City’s Financial Condition?

Trading $3.5M to 7.2M in available fl~nds for a $300,000 anmml savings?

City appears to also still be prepaying pension contribution.

An analogy: 30 year mortgage v 15 year mortgage and your ability lo pay your
child’s college tuition. It is all about priorities.

Page 20 CMO Proposed Budget 5/1/13



What is the City’s Financial Condition?

Again this is placing something into tl~e base budget suggesting llmt funds are not
available when you could legitimately be asking the question of are these services
lhat were only afforded "one lime" status last year suddenly are more important
than being competitive in the workplace with compensation in a high priority
service area.

8.When claiming there is a $2.6M deficit projected next year. The Manager’s
balancing strategy then suggests spending over $15M on inl’rastructttre (capital
items) and over $10M on service level enhancements and over $20M on reserves.

It is important to point out lhat lhe "deficit" only exists because ol" the proposal to
create a whole new reserve called the Budget Stabilization Reserve in the amount of
$4M. If it was not proposed there would be a surplus next year.

10



What is the City’s Financial Condition?

"Budget Stabilization ReseJ’ve Establishes a B~tdg-et Stabilizatio~ Rese~’~,e oj’$4.0
million to helt) ensm’e ~’esom’ces a~’e m,ailable to ad~h’exs m~b~’eseen changes
revem~ez o~" exl)en(litm’e.v in any give~ 3,ca,’. Gi~,en the size q/’the Cio~ "s bm-~get and
Ilia ~’elatively small Gene~’al Fm~d Continge~cy Rese~’~.,e, this l)~’ot)osed ~’ese~’~,e is
considered a t)m~dent investment, ser~,ing as a small b¢([~b~; o~’ b~’idgejimding
balance the bt~r(k*eL ~’necessaW. In the fi~ttwe, the Adminiso’ation recommends t]~at
the Cio~ Comzcil consider changing the Operating Bmlget and Capital
P~’og-ram Polic3~ (Com~cil Policil~ 1-18) to b~.’oaden the ~se and diso’ib~tion q/’excess
Jhmt balance to allo~.~,/b~" all available fim~b’ in a~o~ ),ea~’ to be allocated to a
Stabilization Reset’re, as al)p~’ol)~’iate."9

tIow many different reserves being used for the same thing are necessary?

9 CMO Proposed Budget 5/1/13
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What is the City’s Financial Condition?

10.    "St~ccessor Agency Legal Obligations Rese~’~,e - An inc,’ease i~ the Snccesso~~"

Agenc3~ CiO~ Legal Obligations Reset’re oj$2.5 million ~,ill bl"ing the total ~’esel’ve to
$10. 0 million. Fmuts a~’e recommended to be set aside in an amou~t eqtfivalent to
the vahte oj’/oans made bet~.~’een the CiO, am/jb~’me~" Reclevelo/)me~t AgencT as l)a~.’t
oJ’the SEP~IF Loan in 2011. Altho~gh loans st~ch as H~ese ~’e~’e i~n’a/idated by AB X/
26,/he at)l)~’ova/ ~?/’AB 1484 ot~/lined that s~ch loans mcO~ be deemed an e~?/b/’ceable
obligation ~/’they nteet ce/’tain ~’eqni/"ements. As the Achninist~’a/ion conti~mes ~o
work throng-h these requirements and seek cla/’~/icafion f’om the slate, Hfis ac/io~
t)~’oac/iveO., sets aside./hnds since these loans a/’e ~h~e and payable by 3¢me 30,
2015.’’~°

Is it reasonable to assume that ll~ese ~tlllds ($10M) thal~ are not needed uniil Jtme 30,
2015 will immediately be fleed up upon resolulion of current litigation and could be
available For some sort ol" tiered compensation agreement?

to CMO Proposed Budget 5/1/13
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What is the City’s Financial Condition?

This is a misleading clmracterization giving the impression that riley are
"liquidating" lhe enlire $29.4M when in thct they are placing $13.7M of it right back
in the same tilled reserve and placing another $4M of it into an almost identical
reserve with a different title o1" Budget Stabilization Reserve.

12.    When talking about changes to previously adopted slrategies CMO stales, "TYpe
gtHaleli~e to foctts ot~ protecting vital co~’e CiO, sea’s,ices.ibm’ both the sho~’t- a~cl lo~g-
tet’m has also been eliminated in recognitio~ of the Cio~ ~’ i~np~’oved fna~cial
1)ositio~ that will ~ot ~’eq~H~’e the see’vice rech~ctio~s thai have been necessa~3, i~

~12
I ’ecelll ),~(ll "s.

Apparently the Fiscal Condition oF lhe City is so good tl~at we can move on to "11011
core" service delivery? Last year the City was trying to protect core services and
now you are not- shouldn’t the core services be first to be restored to earlier levels?

Page 19 CMO Proposed Budget 5/1/13
Page 12 CMO Budget Request 2/28/13
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What is the City’s Financial Condition?

13.    "Another major compo,e~t oJ’Fiscal Rq/b~’m IV(,t is a reve,ue strategy.
Sl)eC~ical(32 a potential i~crease i~ the local Scdes 7Ytx oJ’tq2 to 1/2%. The C’iO2
Council decided not to l)t,’s~e this st(7)Jb~" the ct,~’e,t ).c’a~; b~t it co,hl ~’evisit
bringing s,ch a measu~’e to Sa, .lose ~.ote~’s./br their" at)l)~’oval i~ die comi,g year.
These two ele,~en/s together wotdd ge~tera/e achlitio~al ~’esottrces oJ’at)t)roxi,~a/eO2
$85 million to $122 millio, amumlO,. (lependi,g o~ the Sales )~tx rate inc~’ease. (,ul
co~dd enable sign~cm~t improvements in the Cio2 ~" Cal)aciO~ to restore and e,ha,ce
cleli~.e~y of critical see’vices. "~

Since llae Mayor and Council were so committed to a balanced approach would they
agree to fired requested reinslatement o1" cut and raise if these measures occur?

Page 21 CMO Proposed Budget 5/1/13

14



What is the City’s Financial Condition?

14.    "The i"emaining economica/ly ser~sitive capital ~’e~,e~ue categories cu’e
linked to l)~’ivate developme~t activiO,. Based on l)~’ojectio~s p~’ovided IL~, the
P/a~ming, Building a~d Code E~(bt’cement Det)a~’Onent, co~.s’h’uctio~t acti~,iO,
valuation is projected to continue at slightO, Io~ve~’ levels than exl)e~"ie~ced last ),ea~v
$800 million.ibm" 2012-2013, o~" an 1 l% dec~’ease COml)Cu’ed to $894 mi//io~ i~ 2011-
2012. 77~is level oJ’acliviO, is expected to (h’op to $775 millio~ in 2013-2014 and
2014-2015, aml then ch.’op sligh@ agai~ to $750 millio~ jb~’ 2016-2017 and 2017-
2018. "

This shows |lint "projections" lmve more implications than just the property tax
revenues that have been discussed by others. I do not believe I liave seen indicator
or news story that suggests lhat construction activity is decreasing locally. From my
experience conslmction costs fiom bids are escalating which is usually a sign that
more construction not less is occurring.

~’~ Page 23 CMO Budget Request 2/28/13
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What is the City’s Financial Condition?

15.    "P~’ot)erO, Tax ~’eceit)ts of $204.0 million a~’epJ’ojectedjbr 2012-2013, ~,’hich
rCT)~’esents 1.1% g-~’owth f’on~ the p~’io~’),ea~" a~d is sligl~@ above the mod~fed
bttctget estimate (~/’$202.9 million. 77~is projected i~c~’ease constitutes the modest
gro~.,th see~ in 2011-2012, whe~’e act~ml l-’~’ot)e~’O, 7~x ~’eceil)ts we~’e ~q) 2.3% yea~’-
over-year for the f~,:s’t time since 2008-2009. " ~_s

The City is projecting a 50% decline in growtl~ in tl~e current year fiom previous
year, which does ~ot seem to track wilh general knowledge about properly values in
the region. If in thct this is too conservative then it sets ~l~e base For next year too
low as well.

16.    "Clt1’t"elttl), Tl"ansie!Tt Occlq)ancy Tax (TOT) I’eceil)LS’ irt 2012- 2013 al"e
l)l"ojected 1o reach $10.1 ~tilliott, t’ej’/ecti~tg an iltc~’ease oJ’12.4%j’l’om the 7)"ansient
Occut)altcy Tax Collectiott Tl"el~d 2011-2012 collection level." ~6

According to recent news interviews by Team San Jose current holel revenues are
trackillg at 22% above last year. Why a~e these projections so dil’l’erent fiom those
numbers?

Page 1-29 CMO Budget Request 2/28/13
Page VI-19 CMO Proposed Budget
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What is the City’s Financial Condition?

17.    Re: TOT, "1)1 2013 2014, gl"o~,th oJ5.0% f’om the 2012 2013 estimate is
a~ticipated ~,hich allol.~,sJb~" the stabilizatio~ of the c~’~’e~t high level c~gro~,th a~d
allo wjbr l)otet~tial distill)lion associated ~.~,ith the o!~goil~g Coi~ vention Cecile1’
rel~ovation a!Td e.wa~sio~ p~’oject. 7-Tte cot~q)letio~t ~!’the Col~,e~ttio!~ Ce~tte~’
rel~ovation algol mT)a1~siol7 pt’oject i~ late 2013, ~4tich ~,i// add 125,000 squal’ejbet
qilte~,.flexible ~ace as well as inq)rovemel, tts to the e.risti~g ,sT)ace, is expected to
oh’ire additional room night activiO~ i~ the ma~’k." ~7

So we had somewhere between 14% and 22% growlh {his year while lhe convention
center was under constructions and next year when co~slruction will not only cease
to be an inhibition, the expanded space will help drive growlh, but we are projecting
a dramatic decrease in growth rate?

Page V1-19 CMO Proposed Budget
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What is the City’s Financial Condition?

Ilow easy would it be to paint a dilTerent picture of City’s 15nancial condition?

20"13/2014 2014/2015 2O 15/2016 2016/2017 2O 17/2018
CMO Proposed Budget -$3.8 -$13.7 $2.0 -$4.7 -$6.0
With no Budget Stabilization Reserve and Council
adopts Future Deficit Reserve recommendation $0.2 $0.0 $2.0 -$4.7 -$O.O

If you don’t create a brand new reserve tbr "Budget Stabilization" and you believe that
the Council adopts tl~e CMO’s recommendation on Future Deficit Reserve yotl have 11o
deficits for three years and o~ly very small projected deficits in years 4 and 5 with
intentionally conservative reve~me projections For ~l~ose years. And/l~is all assunaes that
all the spending recommendations t-~’ona the CMO are actually adopted by Council and
more important than any other possible spending.

18



What is the City’s Ability to Pay?

Subject #2

Primary Compensation Factors (Section 1111 (f))
§ Primary factors in deciding compensation:

¯ City’s ability to pay for employee compensation from ongoing
revenues without reducing City services~a

A few words about "One Time v. Ongoing

City P~’esentation Regarding the Interest Arbitration Process 4./29/13
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What is the City’s Ability to Pay?

L)~9 r~l,3pn~Tnl
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What is the City’s Ability to Pay?

~ ¯ ¯
According to Mayor Reed, Public Safety is lhe City s top p~lor~ly.-

It appears that the budget contains $700 Million on non public sal’ety expenditures.

20 Mayor’s presentation at Community Budget Forum 5/2/13
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What is the City’s Ability to Pay?

1. As an overall point, what the voters approved states "withot~t reducing City
services" which must be interpreted as written which clearly rel’crences current
service levels, NOT returning to 2011 service levels o1 adding new services, which
the CMO is placing in the base budget as if it is a [’oregone cor~clusion.

Standard in Charter language is "without reducing City services" not the addition of
services.

The proposed budget suggests tlmt somehow tl~ese expenditures reside in the base
budget and therefore l\mds do not exist for the desired conapensation requests.

If the City keeps choosing to increase services in other areas you could theoretically
never have fi~nds to deal witl~ compensation issues.

According to Mayor Reed, Public Safety is the City’s top priority 2.2

21 Page 2 CMO Proposed Budget 5/1/13
22 Mayor’s presentation at Community Budget Forum 5/2/13
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What is the City’s Ability to Pay?

3. When discussing the creation of funding lbr employee COlnpensation increases CMO
states, "Movingjb~’~,a~’cl, it is important to ~’ecogrfize that a meaning/h/long-term
jiscal planning st~’ategy need~ to inco~po~’ate some level oJ’enq)lo)’ee COml)e~satio~
ac[it~stments withi~ the CiO~ ’s abiliO, to ~ffbrd them.

A lthotlgh adding a small set-asideJb~’potential limited sala~3, adj’~slme~ts in this
Forecast causes the General Ftmd b~tdget.position to be slightO, negative, the
Administration believes that bmlget balanci~g sohttions can be identified over the
~~ext two mo~ths to close the 2013-2014 gap ~4thottt ~"ed~ci~g or eliminating
Gene~’al Ftmd see’vices to ore" CO]’ll]lr]l[!]iO2, b~’ingi~g tl~e balance to zero.

Apparently "Ability to afford" does not relate to "causing" a deficit as they put 111
$11.1 M for employee compel)salion increases, which made a $5.6M surplus into a
$5.5M deficit. Showing that it is ok to make cuts in o~ae area to help aflbrd
expenditures in anolher.

Page 23 CMO Budget Request 2/28/13
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What is the best interest and promotes the welfare of the public?

Subject #3

The Welfare of the Public

§ Unlike its predecessor, Section 1111, as amended by Measure V,
requires that the panel’s decisions are "in the best interest and
promotes the welfare of the public.’’~-~

,4 City lh’esentation Regm’ding the Interest Arbit~’ation Process 4-/29/13



What is the best interest and promotes the welfare of the public?

1. Public Safety CSA OUTCOME "The Public Feels Safe Anywl~ere, Anyiime in San
Jose." 25

2. Being Competi(ive il*~ lhc mnrketl)lace?

"... enha~ce the City’s ability Io be a competitive and attractive employerJbr lhe
tale~ted a~d skilled stq/,’/’l~’e ~ee(t to deliver" commtmily se~’l,ic’es...-,7

¯ h~ or(le~" to mairttai~ sea’s’ice le~’el stabiliO,, it is ve~3~ important that we retain and
attract qualiO~ employees.

Page V11-27 CMO Proposed Budget Document 5/1/13
Page 6 CMO Budget Request Memo 2/2~1/13
Page 3 CMO Proposed Budget- Doculnent 5/1 / 12-/
Page 6 CMO Proposed 13udget l)ocument 5/1/13
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What is the best interest and promotes the welfare of the public?

When discussing the Employee Compensalion Planning Reserve Memo states,
il,clt~ded ll, i.v ~"eser~,e./br /l~e fi~:rt time ir~ ~**a~o~ yea,’x i~ recog~i~io~ qi’o~r ~,eed
~’emai~ co~,petitive as a~ e,~plo3,e~" i,~ ajixcal{~., ~’esT)o~sible mam~e~" so tt~at ~.~,e
cow,tiptoe to retai~, and attract tl~e tale,~t arid sldll.v t~ecex.vaw for q~ality service
delive,:#. I rega~.’d tl, ix ax a~, esse~tial co~,q)o~e~tJb~" ot~" /o~g-le~’m o~ga~izatio~ta/
s.tabi/iO," "~

I do not see anything in the proposed goals and objectives to achieve equity across
the workforce. Where in the proposed budget does the Manager allocate funds to
achieve her 2/28 state(l goal ol’"maintaining competitiveness as an employer" for
police services?

29 Page 7 CMO Proposed Budget Document 5/1/13
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What is the best interest and promotes the welfare of the public?

"Police O~,et’time - Allocates $4.0 n~illio,~ f’om the Police Del)arlmer~t Over’time
Ea~’nlarkecl Resets,e, established i~ the 2012-2013 A4icl- Year Revie~v. Altho~gh the
Det)a~’tme~t is con~h~ctD~g ~’ecrttit academies to hire./br s~,orn vaccmcies,
Del)artmertt is at~ticil)ated to begir~ 2013-2014 ~,ith at least 80 .s’~,orn vaca~cies. As
a~ D~terim strateg)~ to meet service deliveo, ~eec{~ ~t~til the D~7)artn~e~~t is staffbd
at~thorized levels, tl~e overtime.fimcli~g will be ~sed in 2013-2014 to co~ti~e
bac/(/illDzgJbr vaca~~t patrol positiot~s ~vhi/e titO, are brDtg l~D’ed and traipsed,
maintaD~ targeted e~(brcen~e~tt oj’h~t~ crime activiO, thro~tgh sttpt)ression cars,
conch~ct higl~ profile investigation,s, a~t bac/(N/./br civi/ia~ vacancies as ~eectecl."~°

What is timeline for filling 80 vacancies given current academies and attrition? Is it
realistic? How long can we rely on overtime to effectively be a strategy to police
our city?

~o Page 18 Proposed Budget Document 5/1/13
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Trying to find $20M in capacity if you actually wanted to do it.

The City Manager stated that, "we a~e probably as low as we want to gO’’31 when
asked about our current staffing levels. Iler proposed budget states tlmt she
anticipates 88 vacancies at the beginning ot." nex{ FY. She Further slated that larger
increases, "would help the retention problem."

How does rapid depletion of Irained officers lhrough attrition via resignation,
retirelnents and lateral moves help promote lhe welfare of the public? is it not in the
best interests of the public in Sail Jose to have an adequately staffed PD with tl~e
best personnel possible?

3, 1)ebra Figone testimony 5/7/13



What is the best interest and promotes the welfare of the public?

There have been several examples given as to what would happen il" the 10% being
reqttested was awarded. I wouhl suggest that each of the examples given were designed
to show more negative impacts to residents lhan a~e necessary.

There are several scenarios to come up with approximately $20M, \vhicl~ would have
negligible ilnpact on existing service levels and be funded by ongoing revenues.

29



What is the best interest and promotes the welfare of the public?

Option I

Service Level Enhancements 55.7

2012/13 One Time Funded Services 53.8
Budget Stabilization Reserve (50% over two years) 52.0
Employee Compensation Planning Reserve (50%) 55.6
City Hall refinance (50% each year) 53.5

Total ~20.6

Option 2
Deferred Infrastructure Reduction (50% each year) 57.5
Employee Compensation Planning Reserve (50%)
"Essential Services P, eserve" (50% each year)

Budget Stabilization Reserve 54.0
City Hall refinance (50% each year) 53.5

Total 521.6

Option 3

SARA lawsuit resolves favorably (50% of projected one time
and 100% of projected ongoing) ~9.5
City Hall refinance (50% each year) 53.5
Service Level Enhancements ~5.7
"Essential Services Reserve" (50% each year)

Total S19.7

Option 4
Contingent upon adoption of new sales or other tax by
voters

This is less than 25% o[ lowest
520.0 projection of ongoing revenue

3O



What is the best interest and promotes the welfare of the public?

My conclusion" The City’s financial condition is sound, they have tl~e ability to pay with
ongoing revenue and without reducilag existing ’ ¯ ," "se~ x ~ces and it. would be in the best
interest and promote public welfare to re~ain a well trained police force.

It is just a matter of priorities.
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